

















Cost and Management 








VOLUME XXVIII APRIL No. 4 


CLERICAL COST REDUCTION 
by Victor F. Davies 145 

A graduate of McGill University and Sir George Williams College, 
Mr. Davies is a Bachelor of Commerce and a Registered Industrial 
and Cost Accountant and lectures at McGill on the Elements of 
Accounting and Fundamentals of Cost Accounting for the Society. 
Formerly with Northern Electric Co., as Development Accountant, 
he is presently associated with Steinberg’s Ltd., where he has charge 
of all Clerical Systems and Methods. Mr. Davies is a past chairman 
of the Montreal Chapter of S.I.C.A., a member of the Dominion 
Board and Honorary Secretary of the Society of Industrial and 
Cost Accountants of Quebec. 

SOME ASPECTS OF DOLLAR DEVALUATION 

IN FINANCIAL PRESENTATION 

by W. Lesire CHILp 

Mr. Child is a partner in the Halifax firm of Piers, Evans & Co., 
Chartered Accountants. After attaining his C.A. degree in 1940, he 
served five years overseas with the Canadian Army. In 1946, he 
returned to public practice with George A. Touche & Co. in 
Montreal and in 1949 joined the Nova Scotia Light & Power Co. 
Ltd. as Assistant Treasurer. In December 1952 he resigned as 
Treasurer of this company and accepted his present position. A 
Charter Member of the Nova Scotia Society, he is a member of 
council and lectures in Accounting IJ at Dalhousie University. 


PROSPERITY A STATE OF MIND? 
by W. F. LoucHeep 
Economist for the Canadian Bank of Commerce, Mr. Lougheed is 
a graduate of McMaster University and the University of Chicago. 
He lectured in Economics at a number of Canadian and American 
universities before joining the Bank of Commerce in 1944. In 
1948, Mr. Lougheed was appointed Chairman of the Committee 
on Municipal and Provincial Relations of the Civie Advisory 
Council of Toronto and was responsible for the publication of the 
book entitled “Municipal Finance”. During February and March 
of this year, Mr. Lougheed lectured in Toronto and Hamilton 
on Economics as part of the Society’s Executive Development 


Course. 
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Letters to the kditor... 


Editor, Cost and Management: 

May I compliment you upon the improvement in the appearance of your publi- 
cation, Cost and Management, which results from the new format. It makes your fine 
publication even better. 

EMANUEL SAXE, Managing Editor, 
The New York Certified Public Accountant, 


Editor, Cost and Management: 

I received, in this morning’s mail, my copy of Cost and Management and must say 
that I was more than delighted with the improvement. I always found the Cost and 
Management to be very interesting and informative but I feel that by dressing it up a 
little and generally revamping, you have taken another great stride forward. 

The addition of the S.I.C.A. news is an excellent idea. I feel that we need some. 
thing to keep us informed on what is taking place across Canada in the Society. This 
method of handling it in a separate folder is an excellent idea. 

HAROLD CANNON, 
John Labatt Limited, Toronto, Ontario. 


Editor, Cost and Management: 

’ I have just received my copy of the new Cost and Management magazine and | 
would like to congratulate you on a much improved job. I attach a copy of a letter I 
sent to all salesmen which expresses how I feel about your effort. Keep up the good 
work, 

PAUL McKENZIE, 
The McBee Company, Toronto, Ontario, 


The following is an excerpt from Mr. McKenzie’s letter to ali McBee salesmen: 
“The Cost and Management magazine has been changed so that to my 
mind it is now one of the best accounting books published in Canada from 
our standpoint. 
I think each one of us should make it a must to read it from cover to 
cover every month. We will be able to keep ahead of our prospects’ thinking 
if we do. Also, the editorial comments are excellent and the Current Articles 
of Interest heading should be studied. We can certainly take steps to get 
hold of any that you might need for a particular application ... ” 


Editor, Cost and Management: 

I have just received my January copy of Cost and Management. Somebody 
certainly deserves a vote of thanks from all of us for this most excellent new 
presentation of the magazine. 

The general appearance is wonderful and I merely want to add my congratulations 
to the many more you will receive. 


CHARLIE MacFADDEN, 
National Sea Products Ltd., Halifax, N.S. 


We regret that the lack of space prohibits us from publishing all the 
letters which were received, but the foregoing are indicative of the general 
reaction to the changes in “Cost and Management”. 


THE EDITOR AND PUBLICATIONS COMMITTEE, 


Cost and Management. 
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New money-saving way to post accounts receivable 


Posting accounts payable is also easier 
and surer with the McBee Ledger 
Poster 


It’s the McBee Ledger Poster, devel- 
oped by the makers of modern, sim- 
plified record-keeping systems like 
Keysort and Unit Analysis 

With the Ledger Poster, your state- 
ments can’t go haywire (and draw 
snarls from customers), invoice figures 
can’t get posted improperly on journal 
or ledger, wrong amounts can’t be 
transposed or figures miscopied. 


In a single writing, amounts are en- 


$ 50 is all you pay for the McBee 
Ledger Poster. Forms, in stock or 


printed to your order, are extra. 


THE MeBEE COMPANY, LTD. 


Sole Manufacturer of Keysort—The Marginally Punched Card 
11 Bermondsey Road, Toronto 13, Ont. 
Offices in principal cities 


tered on three records: a) the state- 
ment itself, b) the accounts receivable 
journal and c) the permanent accounts 
receivable ledger Specially trained op- 
erators are not necessary Forms are 
specially designed to fit your require- 
ments, 

An exclusive McBee feature permits 
easy insertion of ledger cards, makes 
the Ledger Poster easy to operate 
quickly and accurately 


Name. 


greene THIS COUPON TODAY = <= ame ome aq 


THE McBEE COMPANY, LTD. 
11 Bermondsey Road, Toronto 13, Ont. 


Please rush me free brochure explaining the 
McBee Ledger Poster and Payroll Poster. 


The McBee representative near you 
can quickly demonstrate the advan- 
tages of this modern, flexible way to 
speed paper work . asystem already 
being adopted by hundreds of firms in 
every kind of business. 


Ask him to drop in. Or mail the 
coupon below 





Firm 


Address. 


No. of statements. 








City 





— 
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because 
Sundstrand finishes your figure 
work by or) every day! 





§ 
§ 
= 
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The preparation of Costs and Payroll Records creates peaks because one 
is dependent upon the other. 

Sundstrand Accounting Machines, recognized for their speed, simplicity 
and operating ease, have that extra capacity to convert peak days to 
normal days, reducing costly overtime, and speeding up cost analyses. 
Sundstrand’s flexibility permits you to run both payrolls and cost analyses 
on the one machine, as well as many other applications. 

Call the Underwood representative and let him show you how he can 
help you fill your most exacting requirements. 


Underwood Sundstrand 


ACCOUNTING MACHINE DIVISION 


Underwood Limited 


135 VICTORIA ST. TORONTO 

















Editorial Comment. . . 


Achieving National Maturity 

The warp and weft of the business fabrie is determined by long 
and short range, voluntary and involuntary factors. In most countries 
having a highly developed industrial structure, the warp already exists 
through long range, largely involuntary, data. Natural resources, the 
philosophy of its peoples, and form of government have already estab- 
lished whether that warp will be long or short, sinewy or fragile, broad 
or narrow. There remains but to weave the weft through the given 
fibres and produce the pattern. Each individual industrialist makes his 
contribution, whether large or small, and the resulting pattern is thereby 
either acceptable nationally and internationally, or it is rejected. 

Canada, as a relatively young country, is experiencing a remarkable 
growth, both in its diplomatic relationships and economic status. Let 
us not, however, be luiled into a state of false security nor suspended 
animation, while priding ourselves on our development. We have pro- 
gressed far in the last century, but with that progress has come re- 
sponsibilities, both at home and abroad. 


The Canadian Chamber of Commerce 

In a submission, dated January 20th, 1953, to the Minister of 
Finance and the Minister of National Revenue, The Canadian Chamber 
of Commerce expressed its concern, “not only with the high level of 
government expenditures, but with the built-in rigidities which con- 
tribute to a high degree of inflexibility.” The objects of The Canadian 
Chamber of Commerce are “to support and to develop the Canadian 
system of competitive enterprise and to develop and present an informed 
public opinion and to secure thereby effective action by the national 
legislature upon questions relating to the economic and public welfare.” 
It is recognized that government fiscal policy is one of the major in- 
fluences on the economic development of a country, and plays a large 
part in determining the warp structure of the business fabric. However, 
the interpretation and application of government policy by each in- 
dustrialist to his own specific conditions will complete the pattern. 
Government policy should not, therefore, be so restricting as to stifle 
individual initiative, nor to drain from industry, to meet inflexible 
government expenditures, funds which could be applied to the stimu- 
lation of personal incentives and corporate efficiency. The following 
paragraph from the submission is significant: 

“To sum up, the Executive Council feels that fiscal policy 

should be concerned with reducing government expenditures, 

which are both large and relatively inflexible; with reducing a 

tax burden which leaves little reserve of taxing power and is 

dulling incentives; with encouraging a volume of savings which 
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will be adequate to meet the requirements of our capital in- 
vestment program, and with keeping down a cost structure 
which might otherwise make the meeting of competition in 
foreign markets more difficult.” 


Echoes 


Mr. M. W. Mackenzie, former Deputy-Minister of Defense Pro. 
duction, and presently Executive Vice-President of Canadian Chemicals 
and Cellulose Limited, echoed the opinions expressed by the Executive 
Council of The Canadian Chamber of Commerce, in a recent address to 
the University of British Columbia School of Commerce. He pointed 
out that welfare measures already account for over one-fifth of the cash 
outlay of the federal government and its various agencies. He further 
cautioned against taking on more obligations of this nature until we are 
sure we can afford them, — that the tax levels that such obligations 
make necessary do not stifle the incentive to produce more and to take 
the risks that are necessary for the future development of the country, 


Prime Minister Louis St. Laurent, when speaking recently to a joint 
meeting of the Canadian Club and Empire Club, in Toronto, recognized 
the responsibility of the Canadian government to follow reasonable 
tariff policies, and avoid import restrictions, in order to maintain the 
bi-lateral flow of trade on which Canada depends. 


Foresight 


“The Canadian Tax Foundation can be considered a_ shining 
example for a research body in the field of economics...” (C. & M. 
Editorial Comment, Jan. 1953). In the rapid growth which Canada has 
experienced, too little emphasis has been, or perhaps could have been, 
placed on the study of the long-range economic future. The Canadian 
Westinghouse Company has considered this of sufficient importance to 
sponsor a study to project the probable future development of Canada 
during the next fifty years. This will be:a serious attempt to delve 
into the future, not only in terms of material resources and planning, 
but also in assessing the total life and cultural climate of the nation. 
The study will be conducted under the general title of “Canada’s 
To-morrow”, and under the able chairmanship of Dr. G. P. Gilmour, 
President of McMaster University. Papers by leading Canadian econo- 
mists, educators, business leaders and writers will be presented at a two- 
day invitation conference, to be held in Quebec City, in mid-November. 
The results of this study, to be published in book form, should be well 
worth-while. The Canadian Westinghouse Company, Dr. Gilmour and 
his committee are to be congratulated on their foresight in undertaking 
this important task. 
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DITTO 


ONE-WRITING BUSINESS SYSTEMS 


—. 


IMPORTANT 

































“DITTO SAVES 


‘40,000.00 


ANNUALLY, AS COMPARED 
WITH HAND COPYING” 


B. F. GOODRICH CO. 





ORDERS, the life blood of business, are 
handled faster, more accurately, in greater 
volume and with less man power by Ditto 
than by any other means! With DITTO a single 
paper original makes all the multiple copies 
needed—no re-writing, no complicated typ- 
ing, no special skills required. Ditto’s new 
folder, “An Order Billing System that Does 
Everything,” explains how DITTO will carry 
the load for you. Write for it—and for an actual 
set of forms showing how DITTO works. 
No obligation, of course. 


DITTO of Canada, Ltd. 
310 Spadina Ave., Toronto, Ontario 





RUN YOUR 
BUSINESS 
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Save time with 


Addressograph 


Simplified Business Systems 





Addressograph writing is the fastest, most accurate 
method of putting words and figures on business 
forms. Chances are you are paying for Addres- 
sograph equipment whether you have it or not. 
Investigate Addressograph advantages, soon! 


ADDRESSOGRAPH - MULTIGRAPH 


of Canada Limited 


TORONTO, ONTARIO 


Sales and Service Branches Across Canada 
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C&M Round-Up... 


By N. R. Barfoot, R.I.A. 


Labour Review 

A survey conducted recently by the Dominion Bureau of Statistics 
shows some interesting facts about Canada’s Labour Force. 

The actual numerical totals are of note and also the reasons for 
certain of the unemployment conditions. 

The particular week under survey showed: 


Total active force 5,276,000 
At work for 35 hours or more 4,558,000 
At work for less than 35 hours 459,000 
With jobs, but not at work . 127,000 
Without jobs and seeking work 132,000 
A breakdown of the number at work for less than 35 hours — 
(459,000) shows: 

Part time workers only 225,000 
On short time 30,000 
Laid off for part of week 11,000 
[IIness 30,000 
On vacation 49,000 
Industrial disputes or holidays 114,000 
A detail of the number with jobs, but not at work, shows: 
[Iness 66,000 
Vacations 13,000 
Lay-offs 24,000 
Bad weather, industrial disputes 24,000 


Wage Increases 

The first three-quarters of last year showed that 97% of 879 col- 
lective agreements provided for wage increases. 

The agreements covered 320,000 workers. Ten to fifteen cents an 
hour was given in 30% of the agreements. In 42% of the re-negotiations 
the returns were even higher. 

Labour Market 
In 1952, 30,000 new manufacturing jobs were created. Additional 


detail is: 


The aircraft industry provided 12,000 new jobs 
Electrical apparatus provided 4,300 new jobs 
Iron and steel provided 3,400 new jobs 
Chemical products provided 1,400 new jobs 


Regionally, Ontario provided 50% and Quebec 25%. 
Corporation Profits 
The number of firms earning profits increased from 25,300 in 1945 
to 39,100 in 1950. 
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Ninety-nine per cent of these corporations made less than 1 million 
dollars and the great majority of them made only a few thousand each. 

Certainly business is not being concentrated in the hands of a few 
behemoths. 
Stock Market 

The Toronto Exchange has been carrying volumes far beyond any 
previous sales records. Late January showed sales above the 10.5 million 
mark, 

Uranium, lead, zinc, copper, gold, have all had a wild time. Interest 
in the Saskatchewan and New Brunswick ore fields has been high. 

It is a speculator’s market and just another symptom of the ex. 
panding Canadian economy. 
Quebec Expansion 

This old and historic province is in the midst of a boom. A few of 
the noteworthy developments are: 

Manufacturing 


1939 220,500 employees 1 billion production 

1952 380,000 employees 5 billion production 

The greatest manufacturing expansion has taken place in ship 
building, up 236% since pre-war, smelting — 256%, electrical — 243%, 
non-ferrous metal products — 211%, machinery — 184%, chemicals — 
148%. 


Mining development has been one of the most exciting things in the 
last few years. The 200 million dollar Iron Ore Company is an example. 
Titanium, zinc, and asbestos are all being produced at increased rates. 

In 1952, the total output was 267 millions. Asbestos alone accounts 
for 65% of the world’s production. Capital outlay planned for mining is 
in the neighbourhood of 300 million. 

Pulp and paper is an old staple business in Quebec. In 1939, the 
gross value was 92 million. In 1952, this had risen to 525 million. 

Hydro electric interests have spent nearly 1 billion since 1938 in 
new facilities and generating capacity. Last year an additional 600,000 
H.P. was set in motion. An additional | million H.P. is planned by 1956. 


Changes in the Bank Act 

Here are a few of the points under consideration by the interested 
parties: 

1. Should banks be authorized to lend money on land, real estate. 
or chattel mortgages? Some people feel this to be a good thing 
but the banking fraternity will probably have in mind the ex- 
perience of the U.S. banks, many of whom failed in the 30's 
because they couldn’t recover their money from such loans. 
Should the maximum interest rate be increased from 6 to 7%. 
or higher? General interest rates are higher and some banks 
feel the maximum should be raised. 


bo 
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3. It is felt by some that greater leeway should be exercised in the 
matter of interest on small loans. 

4. It has been suggested that the Act be clarified as regards loans 
on oil in the ground. Some banks have done this, but apparently 
without exact instructions from the Bank Act. 


Cars and Canada 
That cars are of vast influence on the Canadian economy, most 
would agree, but did you know these facts? 


1952 Registrations: 3 million 
1930 Registrations: 1 million 


In 2 decades, from 1930 to 1950, road mileage had only risen from 
400,000 to 567,000. Last year over 2 million American cars were on 
Canadian roads as well. 

In 1951, more than $250 million was received by provincial govern- 
ments from automobile operators. 

To-day there are 5,200 car dealers in Canada, employing 57,000 
people. 

The auto plants employ 35,000 people and the 350 feeder plants 
employ 148,000. 

During 1952, 435,000 cars and trucks were built and every major 
producer made starts or plans for large expansion. 


PERSONALS 


Robert Despres, C.G.A., R.I.A., was recently appointed Chief of the 
Income Analysis Department of the Quebec Power Company in Quebec 
City. Mr. Despres is Vice-Chairman of the Quebec Chapter of S.I.C.A. 
of Quebec. 


J. A. Gibbs, formerly Superintendent of the Carbide Division of the 
Shawinigan Chemicals Limited, and a member of the St. Maurice Valley 
Chapter, has been promoted to the position of Vice-President in Charge 
of Manufacturing for Shawinigan Chemicals. 


R. Randall Herron is now associated with A. M. Kidder & Co. of 
Montreal. A member of the Montreal Chapter, Mr. Herron was formerly 
with Haskell, Elderkin & Co., where he specialized in taxation and 
financial accounting. 

F. Schlessinger, C.P.A., is now in public practice with the firm of 
Taller, Schlessinger & Company, 227 Laurier Avenue West in Ottawa. 
A member of the Ottawa Chapter, Mr. Schlessinger was with the 
Department of National Revenue prior to entering public practice. 


139 











COST AND MANAGEMENT 








SENIOR COST CLERK 
for 
WESTERN ONTARIO COMPANY 


Large expanding organization has an extremely attractive position 
available for a senior R.I.A. student. 


The man we are looking for has a good background in standard 
costs and is a potential supervisor. 


Full Medical, Life and Pension Benefits 


WRITE: COST AND MANAGEMENT, BOX 28, 
66 KING ST. E., HAMILTON, ONTARIO. 




















COST ACCOUNTANT 
for 
LARGE ONTARIO COMPANY 
WITH MULTIPLE saad 
R.ILA. student or graduate to be trained for supervisory position. 


Full Benefits 


Please address all replies to: 


COST AND MANAGEMENT, BOX 29, 
66 KING ST. E., HAMILTON, ONTARIO 
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Current Articles of Interest... 


A compilation of current articles available to 
members, on loan from the library of the Society. 


ACCOUNTING 
ACCOUNTANCY OR ACCOUNTING, by K. L. Milne, The Chartered Accountant in Australia — 
Jan. ‘53. 
DYNAMIC ACCOUNTING TO SERVE MANAGEMENT, by Wayne C. Marks — The Controller, 
March ‘53. 


TROUBLES ARISING WHEN GOVERNMENT AGENCIES FIX ACCOUNTING RULES, by H. F. 
Taggart — The Journal of Accountancy, March ‘53. 
ASSETS 
REVALUATION OF ASSETS AND ISSUE OF BONUS SHARES, by R. N. Elliott — The Chartered 
Accountant in Australia, Dec. ‘52. 
BEVERAGES 
ACCOUNTING SYSTEM; SOFT DRINKS FACTORY, by Eduardo Fanlo — The Accountants’ Journal, 
Dec. ‘52. 
BUDGETS AND BUDGETING 
AIDS TO MANAGEMENT THROUGH COST ACCOUNTING AND BUDGETARY CONTROL, by 
C. W. M. Court, The Chartered Accountant in Australia, Jan. ‘53. 
BUDGETS AND BUDGETARY CONTROL, by R. M. Kay — The Accountants’ Journal, Jan. ‘53. 
CLOTHING 
ACCOUNTING SYSTEM: SHIRT & PANTS MANUFACTURING CO., by Eduardo M. Villanueva — 
The Accountants’ Journal, Dec. ‘52. 
COST ACCOUNTING 
AIDS TO MANAGEMENT THROUGH COST ACCOUNTANT AND BUDGETARY CONTROL, by 
C. W. M. Court — The Chartered Accountant in Australia, Jan. ‘53. 
DISTRIBUTORS 
SUGGESTED ACCOUNTING SYSTEM FOR ELECTRICAL SPECIALTY APPLIANCE DISTRIBUTORS, 
National Association of Electrical Distributors — Information Bulletin, No. 739, June ‘50. 


EDUCATION AND TRAINING 
ANALYSIS OF EXAMINATION RESULTS AND REASONS FOR CANDIDATES’ FAILURES, by 
Gertrude Mulcahy — The Canadian Chartered Accountant, March ‘53. 
ENGINEERING WORKS 
A CASE STUDY IN COSTING — ENGINEERING INDUSTRY — The Cost Accountant, March ‘53. 
ESTATES 
THE VALUATION OF CLOSELY-HELD CORPORATION STOCK, AN ESTATE PROBLEM, by Donald 
R. Thompson — The Controller, March ‘53. 
FARMS AND FARMING 
ACCOUNTING SYSTEM: PLANTERS AND RANCHERS, by Eriberto $. Pineda — The Accountants’ 
Journal, Dec. ‘52. 
FINANCIAL STATEMENTS 
FINANCIAL STATEMENTS FOR LIFE INSURANCE COMPANIES, by Edward J. Mallon, C.P.A. — 
The New York Certified Public Accountant, Feb. ‘53. 
TRENDS IN ANNUAL REPORTS — A THREE-YEAR STUDY, by Samuel E. MacArthur — The 
Controller, March ‘53. 
FOREMEN 
HOW TO MAKE YOUR WORKERS WANT TO BECOME FOREMEN, by Harry Lee Waddell — 
American Management Association, Personnel Series, No. 145. 
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INDUSTRIAL PSYCHOLOGY 
MOTIVATING EMPLOYEES TO WORK, by John Slezak — American Management Association, 
Personnel Series, No. 144. 
INDUSTRIAL RELATIONS 
HAWAII: TEST TUBE OF INDUSTRIAL RELATIONS, by Ralph O. Beck — American Manage- 
ment Association, Personnel Series, No. 147. 
SIGNIFICANT ISSUES IN CURRENT COLLECTIVE BARGAINING; A PANEL SESSION — American 
Management Association, Personnel Series, No. 146. 
THE ELDERLY WORKER: A STUDY OF EMPLOYMENT AND RETIREMENT PROBLEMS, by B. A. 
Lindberg — American Management Association, Personnel Series, No. 144. 
THE IMPORTANCE OF HUMAN RELATIONS RESEARCH FOR INDUSTRIAL PRODUCTIVITY, by 
Robert L. Kahn — American Management Association, Manufacturing Management Series, 
No. 200. 
WHAT’S WRONG WITH EMPLOYEE ECONOMIC EDUCATION? by Thomas R. Reid — American 
Management Association, Personnel Series, No. 144. 


INSURANCE COMPANIES 
FINANCIAL STATEMENTS FOR LIFE INSURANCE COMPANIES, by Edward J. Mallon, C.P.A. — 
The New York Certified Public Accountant, Feb. ‘53. 


JOB EVALUATION 
RECENT DEVELOPMENTS IN MERIT RATING, by Joseph Tiffin — American Management 
Association, Personnel Series, No. 144. 


LABOUR 

LONG-RANGE IMPLICATIONS OF PRESENT-DAY LABOUR ISSUES: A PANEL SESSION IN- 
TRODUCTION, by Hiram S. Hall — American Management Association, Personnel Series, 
No. 147. 

MANAGEMENT 

DYNAMIC ACCOUNTING TO SERVE MANAGEMENT, by Wayne C. Marks — The Controller, 
March ‘53. 

TOP MANAGEMENT AND PERSONNEL ADMINISTRATION, by Wade E. Shurtleff — American 
Management Association, Personnel Series, No. 144. 

TOP MANAGEMENT CONTROL, by J. N. Walker — The Australian Accountant, Jan. ‘53. 


MARGINAL COSTS 
RAMIFICATIONS OF MARGINAL COSTING, by George Moller — The Canadian Chartered 
Accountant, March ‘53. 
NEWSPAPERS 
ACCOUNTING SYSTEM: NEWSPAPER PUBLISHING COMPANY, by Dionisio N. Morales — The 
Accountants’ Journal, Dec. ‘53. 
OFFICE ORGANIZATION AND MANAGEMENT 
PRODUCTIVITY OF THE OFFICE WORKER, by H. A. Simpson — The Cost Accountant, March ‘53. 
PENSION PLANS 
PREPARING EMPLOYEES FOR RETIREMENT — American Management Association, Personnel 
Series, No. 142. 
PERSONNEL 
TOP MANAGEMENT AND PERSONNEL ADMINISTRATION, by Wade E. Shurtleff — American 
Management Association, Personnel Series, No. 144. 
PRODUCTIVITY 
PRODUCTIVITY OF THE OFFICE WORKER, by H. A. Simpson — The Cost Accountant, March ‘53. 
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CURRENT ARTICLES OF INTEREST 








PAYNE, PATTON & PUGSLEY 
CHARTERED ACCOUNTANTS 


507 University Tower, Montreal 2, UNiversity 6-6961 




















REPAIRS AND MAINTENANCE 


HOW TO FIND AND CONTROL YOUR MAINTENANCE COSTS, by Harold E. Bliss — Factory 

Management and Maintenance, March ‘53. 
RESEARCH 

INDUSTRIAL OPERATIONS RESEARCH, by George E. Kimball — American Management 

Association, Manufacturing Management Series, No. 200. 
STOCKS, STOCKHOLDERS, BROKERS 

COMPENSATION IN STOCK OPTIONS MEASURED AT DATE GRANTED — The Journal of 
Accountancy, March ‘53. 

THE VALUATION OF CLOSELY-HELD CORPORATION STOCK, AN ESTATE PROBLEM, by Donald 
R. Thompson — The Controller, March ‘53. 


SUPERVISION 

SUPERVISORY COMPENSATION — DIRECT AND INDIRECT, by C. M. Chester, American 
Management Association, Personnel Series, No. 145. 

USING SUPERVISION TO SPREAD ECONOMIC UNDERSTANDING, by E. S. Bowerfind — 
American Management Association, Personnel Series, No. 145. 

TIME AND MOTION STUDIES 

PREDETERMINED MOTION -TIME VALUES: A NEW TOOL, by George Dlesk — American 

Management Association, Manufacturing Series, No. 200. 


TRAINING PERSONNEL 
EXECUTIVE DEVELOPMENT FACILITIES, by Allison V. MacCullough — The Controller, March ‘53. 
PROGRESS TO DATE IN EXECUTIVE DEVELOPMENT, by Virgil K. Rowland — American Manage- 
ment Association, Personnel Series, No. 145. 


ADDRESS OF PUBLICATIONS 


The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 

The Cost Accountant, 63 Portland Place, London W1, England. 

The Australian Accountant, 430 Bourke St., Melbourne, Australia. 

Factory Management and Maintenance, 330 W. 42nd St., New York 36, N.Y. 
The Controller, 1 East 42nd Street, New York 17, N.Y. 

The New York Certified Public Accountant, 677 Fifth Avenue, New York 22, N.Y. 
The Canadian Journal of Accountancy, 123 St. Clair Ave. W., Toronto, Ontario. 
The Accountants’ Journal, 304 Burke Building, Manila. 

American Management Association, 330 West 42nd St., New York 36, N.Y. 
The Canadian Chartered Accountant, 10 Adelaide St. E., Toronto, Ontario. 
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Electric Typing “Time 


Typing is easy, fast, and “letter perfect’’ 
when your stenographic staff uses IBM’s. 

With IBM Electric Typewriters, they’ll 
turn out consistently beautiful work .. . 
almost without effort. They’ll finish their 
regular typing more quickly . . . have time 
for other important work. 


Isn’t it time your office, too, had IBM 
Electrics? 






For descriptive 
folder write to 
IBM, Dept. C.M., 
Don Mills Road, 
Toronto 6, Ont. 














Clerical Cost Reduction .. . 


By Victor F. Davies, B.Comm., R.LA., 
Steinberg’s Ltd., Montreal, P.Q. 


While considerable advancement has been made in reducing clerical costs 
through improved systems and methods, little progress has been made in 
controlling the costs of operation in the office. The author suggests that 
standards should be established and a serious attempt made to analyze 


variations between actual and standard. 


ITH your permission, | would like to change the title of this 

discussion from “Clercial Cost Reduction” to “The Forgotten 
Step”, and to deal with the subject from a Management Accountant's 
point-of-view. | would like to do this for one major reason — while a 
great deal of emphasis has been placed on the technique approach, | 
am not aware of any attempt to seriously relate clerical cost reduction to 
the chart of accounts. 


You are all familiar with music and I would liken the duties of the 
chief accounting executive to a theme. When we speak of a theme, we 
also reeall that a theme has variations —— and these variations may be 
extemporaneous (i.e., played according to the will and pleasure of the 
individual) or legitimate (i.e., played as written). So far, I have the 
feeling that although the “control of clerical operations” (and | consider 
this phrase more apt than “clerical cost reduction”) has been well 
recognized as a variation of the theme, it has, however, been left as an 
extemporaneous solo. In my opinion, it is the job of the management 
accountant to make this control “legitimate”. [If we go back to the turn 
of the century, we can remember that accounting was mainly book- 
keeping and the book-keeper was required to keep the records and 
prepare a Balance Sheet and a Trading Statement. As time passed, two 
major things happened: (1) the advent of Industrial Engineers such 
as Taylor and Gilbreth, (2) the First World War. Without going too 
deeply into these happenings, suffice it to say that Government contracts 
rather pointed up the need for finding out the cost of manufactured 
goods and the Time and Motion Study experts began to establish 
standards for performance which stated rather accurately what the cost 
of the manufacturing process should be. About this time (1919) the 
National Association of Cost Accountants was formed in the U.S. and in 
1920, a Canadian Society of Cost Accountants and Industrial Engineers 
came into being. The latter organization has now developed into the 
Society of Industrial and Cost Accountants, which publishes the 
magazine, “Cost and Management”, and has 3,800 members from St. 
John’s, Newfoundland, to Victoria, British Columbia. 


As the development of the desire to know the cost and the formu- 
lation of techniques for determining this cost continued, we find that 
the book-keeper was gradually pushed into becoming an active force 
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in the management of the operation. This sounds uncharitable, but 
possibly, it is exaggerated to prove a point. Thus, from a recorder of 
historical data and a necessary evil, the book-keeper has emerged as a 
management accountant, who to-day in the best sense, is the chief 
accounting executive, responsible for the whole of the accounting 
function, including the issue of forecasting data and Control Reports. 


It is admitted that such a Control function is now present in varying 
degrees, inasmuch as some know what is happening, but not why. Some 
use estimating systems and know partially how much should happen; 
some use standards, but make no use of their variances. The up-to-date 
ones have the standards, know what should occur, analyze the variances, 
fix the responsibility, and measure performance against a previous fore- 
cast based on the same standards. Even though the incidence of this 
Control function varies, we can only assume that those now lagging will 
eventually catch up to those in the front. 


So far then, we have covered two major steps in the development 
of the Accounting functions: (1) the book-keeper as a recorder of 
historical data, and (2) the Chief Accounting Executive controlling and 
reporting on the Manufacturing Costs. We now come to the third, or 
“forgotten” step. 


The Control of the Cost of Operations 


The two steps referred to have brought most businesses to the point 
where as far as their manufacturing (or distribution) costs are con- 
cerned, they can control results by departmentalizing production in 
various ways and finally present Management at all levels with timely 
and complete analyses of the variations (or variance) between the 
“should take” and the “actual”. Omitting all other considerations, let us 
dwell for a moment on this variation of the theme and we will see that it 
is legitimate. The standards are published in bound form, the pro- 
cedures for labour and material accounting are carefully laid down 
(including audit controls) and the Chart of Accounts allows for such 
things as subsidiary Work-in-Process Ledgers. We have in this respect, 
then, proceeded beyond the time when the accumulation of such data is 
merely a statistical recording by shop clerks reporting to the Shop 
Foreman. These things have been incorporated into the Chart of 
Accounts and they are not the extemporaneous solo of any one in- 
dividual who can or cannot play, as and when he wishes. 

It is apparent, then, that the Control of Manufacturing Costs is not 
as complete an accomplishment as is the Control of the Cost of Opera- 
tions. Let us look more closely at the second step — the Control of 
Manufacturing Costs. 

The so-called three elements of cost are: (a) Labour, (b) Material, 


and (c) Manufacturing Expense. 
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(a) Labour — Productive — Very carefully allocated and 
measured, both as to “should take” and “actual”. (Indirect 
almost as thoroughly detailed.) 

(b) Material — same as for labour. 

(c) Manufacturing Expense. Here there are two major areas: 

1. Direct Manufacturing Departmental Variable and Fixed. 
— Let us say that here our measurement and control is 
fairly sound. 

2. Allocated Service Functions. 

— At this point, we break down rapidly. 

Included in this group of expenses is the Accounting function, 
and here, in my opinion, is involved the consideration that accounting 
operations in the larger sense embrace approximately 90 per cent of the 
paper of any organization outside of correspondence. 

To date, most of the control of this type of cost involves the careful 
budgeting of how much it should cost this year in the light of last year’s 
outlay, and also whether it should be allocated to product on the basis 
of machine hours, floor space, employees, etc. Treated in this way, it 
does not become too serious a problem to add 10-15 per cent (say) to 
an already healthy per cent to recover other indirect expense. 

If, however, it is true that in the last 30 years, clerical costs have 
risen 356 per cent, compared to a rise of 75 per cent in productive costs; 
if, too, the Management is seriously concerned with the size of the 
clerical expense figures; then, why should we not have “variances” for 
our service cost in the same manner as we have for manufacturing costs? 

In my opinion, Management must concern itself with such costs of 
operation and in the light of recent developments re systems and pro- 
cedures and the techniques of clerical cost reduction as such, it would 
appear that most alert Management is concerned. 

The point is, however, that we are in the stage where this control 
is merely a statistical recording of costs and output (with some not even 
this far). We are still allowing the Industrial Engineer (i.e., the Systems 
and Methods man) to work away at developing new and better tech- 


niques without having any control over even how much this work — by 
processes — is costing us, let alone an idea of how much it should cost 


us. We are allowing this variation on the theme to be an extem- 
poraneous solo when we should be making it legitimate, when the Chart 
of Accounts should allow for it, and the procedures standardized so that 
the standard “should take” can be matched to the “actual” and a vari- 
ance provided, analyzed, reported on and controlled. 

It is interesting to me to note that all advocates of “clerical cost 
reduction” (almost without exception) virtually insist on streamlining 
everything before setting any sort of standard. I wonder why. We have 
standards for the manufacture of a certain part in the shop, yet to my 
knowledge, time has never outlawed a new method of manufacture, or 
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the installation of a new type punch press. As a matter of fact, shop 
work standards were in use 30 years ago and yet this is claimed to be 
the reason why “productive” costs have risen only 75 per cent to 
clerical’s 356 per cent. Why should it not be possible to set the standard 
as to-day’s cost, rather than hold off indefinitely by procrastinating? 

By taking courage and setting the standard at even the present level, 
on the basis of the present system, and integrating this into your Chart 
of Accounts and control procedure, you will have a very effective check 
on any deterioration. You will also be able to determine how much 
certain (say) service procedures are costing you, relative to the manu- 
facturing processes. 

Once this stage has been reached, you can determine if you wish to 
drive at clerical cost reduction; secondly, about how far this should go; 
thirdly, how much you can afford to spend on the cost reduction effort. 

The results of such a consideration would then be the programme 
for your clerical cost reduction analysis, and its objects, extent, and 
scope would be clearly defined. The techniques of methods sim- 
plification would be brought into play and the estimated cost of pro- 
posed systems could be compared objectively and in relation to the 
target. 

Agreement on a proposal and its subsequent installation would 
change the standard to form a new estimated standard, and the contro! 
reports would then come into play to chart the progress of its success 
via the path of a gradually diminishing variance as the actual cost 
(depending on the tangible success of the proposal and the accuracy of 
its estimate) is reduced in line with expectancy. 

Let us then, remember that we have progressed to the point where 
it is necessary to move confidently forward to completing the job already 
commenced, to take the so-far-forgotten step so that we can achieve a 
complete control of the cost of operations by the proper use of ac- 
counting as a tool of Management. 








Chief Cost Accountant R.I.A. 


Presently employed. Is desirous of making more advantageous 


connection. Experienced in installation of Standard Costs, Control 


Statements, Budgets, etc. Practical administrative experience. 
Age. 43. 


Cost and Management 
Box 30, 66 King St. E., Hamilton, Ont. 
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Some Aspects of Dollar 
Devaluation in Financial Presentation 
By W. Lesure Cuixp, C.A., R.I.A. 


Piers, Evans & Co., Halifax, N.S. 


Using the public utility as a basis for his observations, the author reviews 
the problem of giving effect to the changing value of the dollar in costing 
and financial reporting. He discusses various aspects of some of the 
solutions which have been offered and so far as utilities are concerned, 
he suggests that any solution must be implemented through regulatory 
channels. 


Y TRADITION, accountants have accepted the monetary unit as a 

fixed standard of measure. In time of currency stability, this unit 
has proved quite satisfactory. Periods of crisis have occurred in the 
past but, fortunately, they were ephemeral and the situation rectified 
itself without giving rise to alarm. There was an unprecedented decrease 
in the dollar purchasing power over the years 1915-1921. This flurry. 
however, rather quickly righted itself and an equilibrium was obtained 
which remained more or less on a relatively even keel up to the year 
1939. The present period as from 1939 to date which is under con- 
sideration now is of much greater duration and since the end is still not 
in sight accountants are beginning to show some concern as to whether 
a change should be made in the old order of accounting procedure. 
Most certainly when statement profits and economic profits become at 
variance it is an indication some need for reform is required. 


Consciousness of Problem 

The awareness is by no means recent. Numerous articles on the 
subject have been appearing in accounting manuals, so far as 1 am 
aware, as far back as the year 1946. In a publication dated Ist Sep- 
tember, 1948, entitled “The Impact of Inflation on Utility Earning 
Requirements”, Mr. J. Herrman, rate adviser of the Commonwealth and 
Southern Corporation (N.Y.), made the following comments on the 
subject demonstrating the awareness of the problem: 

“In recent months the cumulative effect of inflationary increases in 
cost has forced many utilities to seek higher rates. Factors common to 
most of such cases has been the greatly increased demand for service 
and the consequence problem of raising new capital to finance the 
necessary plant additions . . . the controversial element is the return 
which should be allowed to compensate the property owner who sup- 
plied the physical facilities . . . in times of stable prices controversy as 
to earning requirements has ordinarily been limited to the treatment of 
depreciation funds advanced by customers prior to actual plant retire- 
ment, and the treatment of replacement costs in accepting all original 
costs. During periods of major price changes, however, there is im- 
mediately added the problem of devaluation of depreciation and rate 
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requirements in terms of money purchasing power, and the degree of 
conflict is proposed to the degree of price change.” 

In a letter dated 14th October, 1948, the American Institute of 
Accountants also gave evidence of their early awareness of the problem 
when their Committee on Accounting Procedure held there was no need 
to change accounting practices at that time, but said: 

~~ .. The Committee recognizes that the common forms of financial 
statements may permit misunderstanding as to the amount which a 
corporation has available for distribution in the form of dividends, 
higher wages, or lower prices for the company’s products. When prices 
have risen appreciably since original investments in plant and facilities 
were made, a substantial proportion of net income as currently reported 
must be reinvested in the business in order to maintain assets at the 
same level of productivity at the end of a year as at the beginning. 

“Stockholders, employees and the general public should be in- 
formed that a business must be able to retain out of profits, amounts 
sufficient to replace productive facilities at current prices if it is to stay 
in business, The Committee therefore gives its full support to the use of 
supplementary financial schedules, explanations or footnotes by which 
management may explain the need for retention of earnings.” 

A recent Bulletin XV which is one of a number published on the 
subject, issued by the Chartered Accountants in England and Wales. 
under the title of “Accounting in Relation to Changes in the Purchasing 
Power of Money”, has the following conclusions and recommendations 
on the subject. 


Conclusions and Recommendations 

The Council cannot emphasize too strongly that the significance of 
accounts prepared on the basis of historical cost is subject to limitations. 
not the least of which is that the monetary unit in which the accounts 
are prepared is not a stable unit of measurement. In consequence the 
results shown by accounts prepared on the basis of historical cost are 
not a measure of increase or decrease in wealth in terms of purchasing 
power, nor do the results necessarily represent the amount which can 
prudently be regarded as available for distribution, having regard to the 
financial requirements of the business. Similarly the results shown by 
such accounts are not necessarily suitable for purposes such as price 
fixing, wage negotiations and taxation, unless in using them for these 
purposes due regard is paid to the amount of profit which has been 
retained in the business for its maintenance. 

On the other hand, the alternatives to historical cost which have 
so far been suggested appear to have serious defects and their logical 
application would raise social and economic issues going far beyond the 
realm of accountancy. The Council is therefore unable to regard any of 
the suggestions so far made as being acceptable alternatives to the 
existing accounting principles based on historical cost. 
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Recommendations 


Unless and until a practicable and generally accepted alternative is 
available, the Council recommends that the accounting principles set 
out below should continue to be applied: 


(a) 


(b) 


(c) 


(d) 


Historical cost should continue to be the basis on which annual 
accounts should be prepared and, in consequence, the basis on 
which profits shown by such accounts are computed. 

Any amount set aside out of profits in recognition of the effects 
which changes in the purchasing power of money have had on 
the affairs of the business (including any amount to finance 
the increase in the cost of replacement, whether of fixed or 
current assets) should be treated as a transfer to reserve and 
not as a charge in arriving at profits. If such a transfer is shown 
in the profit and loss account as a deduction in arriving at the 
balance for the year, that balance should be described ap- 
propriately, since it is not the whole of the profits. 

In order to emphasize that as a matter of prudence the amount 
so set aside is, for the time being, regarded by directors as not 
available for distribution, it should normally be treated as a 
capital reserve. 

For balance sheet purposes fixed assets should not (except in 
special circumstances, such as those referred to in paragraph 
297') be written up, especially in the absence of monetary 
stability. 


The Council also recommends to members who are directors or 
officers of companies or who are asked by clients for advice, that they 
should stress the limitations on the significance of profits computed on 
the basis of historical cost in periods of material changes in the pur- 
chasing power of money; and that they should draw attention to the 


desirability of: 


(a) 


(b) 


(c) 


Setting amounts aside from profits to reserve in recognition of 
the effects which changes in the purchasing power of money 
have had upon the affairs of the business, particularly their 
effect on the amount of profit which, as a matter of policy, 
can prudently be regarded as available for distribution. 
Showing in the directors’ report or otherwise the effects which 
changes in the purchasing power of money have had on the 
affairs of the business, including in particular the financial 
requirements for its maintenance and the directors’ policy for 
meeting those requirements, either by setting aside to reserve 
or by raising new capital. 

Experimenting with methods of measuring the effects of 
changes in the purchasing power of money on profits and on 
financial requirements. If the results of such experiments are 
published as part of the documents accompanying the annual 
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accounts, the basis used for the calculations and the sig. 
nificance of the figures in relation to the business concerned 
should be stated clearly. 


Historical Cost 

1 would draw your attention to the term “historical cost” as referred 
to in the bulletin and which is generally accepted in accounting circles 
of to-day as relating to our present accounting methods. [ cannot deny 
the aptness of the term although I disliked it very much, It means that 
we, as accountants, are forever working in the past. In my opinion, 
management always looks to the future and records of the past are only 
of good to the extent which they can be of service in guiding the future 
conduct of business. The accountant of to-day, if he wishes, can perform 
a valuable service to management in this regard and I consider it 
prudent that we should bend our efforts more to developing future costs 
and spend less time in the determination to exactitude of past per- 
formances as we have been prone to do. Lt am not suggesting we have 
been utterly unmindful of the need for looking ahead. Indeed great 
strides have been made in the field of budgetary control, for example. 
Certainly in utilities of to-day, its application is now considered as 
essential, Apart from giving financial guidance to management for the 
future conduct of affairs, in my opinion a well developed budget serves 
most efficiently as a costing device in a similar manner to that which a 
standard cost system would serve in the ordinary manufacturing 
concern. However, | would state without reservation that there is still 
room for further progress in our profession by placing more emphasis on 
the future aspect of our work than is being done at the present. Some 
suitable reflection of the dollar devaluation in financial presentations is 
a case in point. It is in the character of a future service to management. 


Effect of Dollar Devaluation 


Let us now consider some of the effects of the dollar devaluation. 
Professor Kenneth F. Byrd of McGill University has dealt very skilfully 
with this subject in an article published in the September 1952 edition 
of the Canadian Chartered Accountant, entitled “Should Accounts Be 
Corrected for Changing Money Values”. The article is sub-captioned as 
“A broad survey of accountancy’s greatest current problem” and in my 
opinion is a very worthy contribution on the subject to the profession. 
In drawing attention to our present age of inflation, Professor Byrd 
states as follows: 

“The old stability seems not likely to return, and many economists 
anticipate no end to the general inflationary trend within the foreseeable 
future. This being so, we may well ask ourselves whether we can afford 
to continue indefinitely to account for business profits by methods 
suitable to stable conditions. The answer will depend: (1) on the 
extent to which inflation mis-states the national income and _ that of 
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individual concerns, and the beneficial results of correcting the mis- 
statement and (2) on the practicability of using alternative methods to 
secure more accurate results. 

To detect the results of inflation in its final distorting effect on 
income calculation, we must turn to two main items in the accounts: 
(1) the valuation of inventories; (2) the provision for depreciation of 
fixed capital assets.” 

Mr. J. M. Yang of New Asia College, Hong Kong, comments on the 
subject in similar terms in a paper published in the October 1952 
edition of The Accounting Review, entitled “Changes In Monetary 
Value and Problems of Conversion”: 

“Unfortunately the value of the monetary unit in terms of which 
cost is stated does not always remain stable, and in fact, sufficient 
changes have taken place during recent years as indicated by price 
levels . . . The effect of monetary variations is especially conspicuous 
on such assets as land, buildings, equipment, machinery and to some 
extent also on inventories of merchandise, materials, semi-finished and 
finished goods . . . Does this mean that cost in the historical sense has 
lost its significance and should it be discarded? Apparently a blind 
adherence to cost in the face of serious changes in price-levels would 
result in an expense figure devoid of importance.” 

Mr. Paul Grady, in a paper presented at the National Conference 
of Electric and Gas Utility Accountants held in New York last April. 
had the following to say: 

“Stated in simple terms, inflation is too much money, or its equi- 
valent, competing for too few goods. Many hold that all this has 
nothing to do with accounting, on the grounds that accounting is wholly 
a historical process. The major developments in accounting thought in 
the past are concerned with the problems of reflecting price-level 
changes, due to monetary inflation, in the financial statements of 
business enterprises . . . The two major factors causing the over- 
statement of dollar profits as compared with economic profits are, there- 
fore, inventory profits due to the FIFO inventory method and provision 
for depreciation of fixed assets on the basis of past dollar costs rather 
than current dollar costs.” 

There would appear to be little doubt in the minds of accountants 
who are conscious of the problem that price-level change corrections 
are needed in some form in the income statement in order to reflect the 
fluctuation in inventory prices and depreciation provisions. As a 
corollary, consideration should be given also the effect that any such 
adjustments will have on the balance sheet portrayal of financial 
condition. 


Problem Difficult of Solution 
Although there is a keen awareness of the problem and of its 
attendant necessity for solution by making a drastic departure from the 
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old order of stable accounting, there is a wide divergence of opinion 
among accountants as to the form the new order should take. In some 
circles, there is a pronounced reluctance to take positive action in the 
anticipation that by forestalling the issue the problem will solve itself 
by the monetary unit returning on its own accord to stability. However, 
a complete decline of the unit, as has happened in some European 
countries as a result of the past war has forced the issue to be con- 
sidered by the government from the viewpoint of safeguarding the 
economic welfare of the country. For example, in France a decree dated 
18th January, 1952 permitted a revalorization of fixed assets in industry 
as between 1939 - 1951 prices on a coefficient basis. 


The problem goes far beyond the sphere of accounting. Indeed it 
raises grave issues arising out of the purposes for which the financial 
presentations are to be used. Ultimately many of these issues will have 
to be settled by judicial authority. But although the issues add to the 
complexity of the problem it adds also to the importance of its solution 
rather than condones the negative attitude. It would appear that the 
responsibility of sponsoring the recognition of price-level changes in 
financial statements and suggesting methods of its implementation rests 
with the accounting profession. 


Probable Solutions 


Particularly with respect to utilities, whose inventories are of a 
slower moving character than in the ordinary type of business enter- 
prise, it would seem that the LIFO method of inventory valuation at 
least would be a partial answer to reflecting current price levels in 
operating expense so far as material costs are concerned. The method 
has gained general acceptance in the U.S. but in Canada has received 
rebuff from the Tax Department. The repercussions of the Anaconda 
American Brass Company, Limited decision in favour of LIFO handed 
down by the Exchequer Court of Canada and its pending appeal by the 
Department before the Supreme Court of Canada can only be viewed 
with much interest by accountants. The effectiveness of the method, 
however, cannot be considered as the sole solution to the problem. The 
rate of inventory turnover has a great bearing on its ultimate reflection 
in the statement of income, and in certain instances, could even tend 
to operate directly in opposition to that of reflecting price changes. 
Furthermore from a financial condition balance sheet portrayal, the 
results possibly could be misleading. 


Considerable controversy exists in the determination of the de- 
preciation charge. Many accountants suggest breaking away from the 
traditional original cost method basis of calculation and substituting the 
replacement cost method. The proposal appears to have merit. Business 
is a continuing factor and although revenues must be charged with the 
proportion of fixed capital which is consumed in the normal course of 
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operating and serve as a means of providing funds with which the 
proprietor may replace that lost through exhaustion, it should provide 
also adequately for the replacement of those assets when they have 
reached the end of their usefulness. In times of inflation, the procedure 
requires the setting aside of additional funds to that of original cost. 
If such provisions have not been made the discrepancies between 
original asset costs and replacement costs can become extremely em- 
barrassing, even to a point of jeopardizing a_ business’ continued 
existence. The operating of the replacement cost method probably 
would require fixed assets to be written up to present values which in 
cases could be fraught with complications. 

There are many accountants who advocate the use of indices as a 
basis for determining of current values for inventory and for the pro- 
viding of depreciation provisions on fixed capital. The chief stumbling 
block, however, appears to be the limitations and unsuitability of 
available price index series. Mr. Grady, in his paper, presented to the 
National Conference of Electric and Gas Utility Companies had some 
very interesting observances to make in contradiction to the objection. 
He pointed out that undoubtedly a better index for fixed assets could be 
developed than is now available and he should like to have it done by 
the Bureau of Labour Statistics, so that its objectivity cannot be ques- 
tioned; but in his opinion and in the absence of a more specific index, 
the consumer price index is entirely suitable as a measure of the change 
in the purchasing power of the dollar. The search for perfect and 
meticulous accuracy in any index he contended is inconsistent with the 
rather wide zone of estimate which is inherent in forecasting the useful 
lives of fixed assets. The objection to the use of a general price level 
index for this purpose in his opinion makes little sense when we con- 
sider that it is already widely used in other financial and economic 
matters; for example, it is used to escalate wage and salary returns in 
labour contracts covering more than 3,000,000 workers and is rapidly 
being extended to millions more by the Wage and Salary stabilizations 
boards; it is similarly employed for old age pensions in Illinois and for 
tax limitations in Minnesota; an index method is used to determine 
parity prices for agricultural products and special indices have been 
prepared or accepted by the Treasury Department for the determination 
of taxable profits of many companies following the LIFO method. 


The Utility 

I like to liken the privately owned utility to a three-legged stool; 
the seat portion being the utility and each leg representing, respectively, 
the employees, the consumers and the investors or owners. These three 
groups, in my opinion, form the fundamental support of the organi. 
zation and the utility is dependent equally upon each for its existence. 
Without the equal support and well being of either one, the organization 
will collapse. The misrepresentation of profits by the omission of price- 
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level changes has its effect upon each one of these groups. It misleads 
labour as to the ability of the utility to get higher wage demands. [t 
misleads the consumer in the character of service he should secure and 
it misleads the stockholder in the utility’s ability to pay dividends, 
hesides being misleading to the bond or debenture holder in the utility 
ability to secure his investment. It strikes at the very foundation of the 
structure. Still further, it misleads management in its endeavour to 
conduct business. 


Primarily a Regulatory Problem for Utilities 1 


The philosophy of regulation encompasses three aims; protection 





of the public from unreasonable charges, to see that the utility at all 8 
limes meets its obligations as a public servant, and, to see that the it 
investing public is fairly compensated. It would appear then that the it 
problem is primarily a regulatory problem which must be solved in the s| 
final analysis by regulation. By providing for the exhaustion of property g 
on a cost replacement basis, in all probability, the result would involve a 
an additional charge being levied on the consumer of to-day. This c 
charge, however, would serve to offset the increased service rate which b 
the consumer of to-morrow will be called upon to carry unjustly when — | tl 
capital replacements are necessary and owing to the use of the original | il 
cost basis formula the provision for replacement will be found in- b 
adequate. The increase in charge to the consumer of ‘to-day, in my Pp 
opinion is quite justifiable for in effect it is simply calling upon him to Pp 
pay for the additional costs of operating due to inflation. It is most f r 
unfair to call upon the consumer of to-morrow to stand the cost. At the 
same time, by providing such additional replacement allowance, it must ‘ 
he noted that the investor’s capital hecomes more fully protected and his ij 
continued fair compensation is assured. These are obligations for which ‘. 
the utility must be responsible and the tool of implementation, it would 
appear in the final analysis must be granted through regulatory channels b 
in the form of adjusted theories and concepts in rate making. tc 
Pe 
Conclusion ' 
The scope of this paper is much too limited to deal at length with d 
all phases of the problem. It is my sincere hope that in merely drawing t 
the problem to your attention it might stimulate some further interest : 
which possibly will contribute to the ultimate solution of a difficult a 
question. Unlike the general run of business enterprises, by virtue of : 
the fact that utilities are regulated by jurisprudence on a national and P 
international scale, the organization of the utility is more homogeneous __ | p 
and uniform in character than most businesses. I would suggest that as 
a result of this situation, utilities are in a preferred position to take the 
primary steps in formulating a procedure to overcome the problem. ins 
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Prosperity —a State of Mind? .. . 
By W. F. Loucuerp, M.A., 


Economist, The Canadian Bank of Commerce 


A quick glance at statistics indicates that Canada is unquestionably 
experiencing its greatest era of prosperity. But just what is prosperity? 
How real is it? In this article, the author views the current economic 
scene and reveals some thought-provoking facts which must be considered 


in appraising Canada’s “real” prosperity. 


HETHER the sciences physical or social are capable of 

“folksy” interpretation is a delightfully debatable point. Home- 
spun comment, however, often provides a basis for opinion; sometimes 
it leads to conflict with fact. With the emergence of the “digest mind” 
it is inescapable that terms such as inflation and prosperity, for example. 
should be viewed as synonomous (or deflation and poverty) and should 
gain currency in discussions of the economic scene. Only a few years 
ago hopes were expressed that we should attain the level of activity 
currently reflected in the commonly used economic indicators. It has 
been suggested that implicit in such hopes was the minimization if not 
the removal of the then current problems, It is of more than passing 
interest that the bigger aggregates and the higher indexes of to-day have 
brought with them newer and “better” (a popular synonym for bigger) 
problems. To-day amongst other problems we are concerned with 


prosperity and its maintenance. 


What Is Prosperity? 

| have no doubt we could all readily define prosperity but | venture 
to suggest that all our answers would not be the same. In Victorian 
literature, individual prosperity was synonymous with plenty plenty 
in the sense of property, not elastic paper money. 

As one wit recently commented: “We were never better off 
before taxes.” Conversely, there are many, | am sure, who are better off 
to-day after taxes! But what do we mean by “better off — more 
goods or more services or more dollars per capita or in the aggregate? 

The current degree of personal prosperity is, | suggest, open to in- 
dividual interpretation; on the other hand, it is generally agreed that 
Canada to-day is a prosperous country. We find, then, both an in- 
dividual and a collective significance attached to the term, prosperity. 
Unfortunately, it is commonly referred to in terms which are both loose 
and open to subjective interpretation. 

The relative character of the word must also be taken into con- 
sideration when we try to answer the question: “When are you 
prosperous?” There are varying degrees of prosperity. You cannot give 


An address to The Society of Industrial & Cost Accountants, London Chapter. 


Opinions expressed are those of the author, and do not necessarily reflect the views of the 
institution with which he is connected. 
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it a precise scientific definition. The present variety may be contrasted 
with a previous period and a relationship arrived at, a relationship 
which may or may not be helpful. And what might be considered 
prosperous for one might not be prosperous for another — or vice versa. 
Moreover, the different elements of society hold conflicting views when 
prosperity is measured in monetary units. Possibly, prosperity is 
psychological. 

The calculation of national income and gross national production 
gives us a superficial picture of our country’s industry, agriculture and 
commerce comparable perhaps to that of a firm whose output can be 
evaluated by aggregating the production of its plants, the wages it pays 
or the volume of goods and services that could be consumed while main- 
taining capital. Let us borrow the tools of accountancy to consider this 
picture. We find that back in 1939 the total of our collective efforts 
(gross national production) was 5.7 billions of dollars. In 1952 gross 
national production in to-day’s dollars was about $23 billion. If we like 
to accept the fairly widespread view that what is bigger is better, then 
presumably we are, collectively, better off to-day than we were before 
the war. 

But perhaps we should examine our books more closely. The 
amount of goods and services that a dollar would purchase in 1939 has 
undergone some changes — so have we all. Although comparisons are 
not necessarily the most rewarding indicators, if the dollar was really 
a dollar in 1935-39, then at the wholesale level it declined to 75 cents in 
March 1945 and to 43 cents in March 1952. Based on the urban cost-of- 
living index it had declined to 84 cents in 1945 and to 53 cents this year. 
Based on the retail price of commodities it had declined to 80 cents by 
March 1945 and to 46 cents by mid-year 1952. 

To return to national production, and assuming that 1935-39 is a 
reliable base for comparison, we have increased our stock-pile of goods 
and services from $5.1 billion to roughly $11.7 billion, about double the 
earlier figure in dollars of the same purchasing power. Since 1939, or 
better, 1941, since it is a census year, our population has increased from 
11,507,000 to 14,430,000, an increase of 25.4 per cent. This suggests that 
productive effort has been improving but invites further consideration 
of the possible causes. 

From 1945 to the end of 1952 the investment in capital, plant. 
equipment, replacement and repair has totalled about $37 billion. In 
1935-39 dollars the investment equals $15 billion — a sizable outlay. 
When we consider that the increase in population and the high rate of 
capital investment has meant a considerable enlargement in our labour 
force and improvement in the tools of production, the value of the goods 
this country now produces compared to 12 years ago is less impressive 
than when it is measured in the elastic dollar we presently accept. 
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The Accounting Concept 

And when we turn to the financial statements of corporations we 
sometimes find that they present a no more accurate picture of the 
“real” position. Let us take depreciation. Set rules of accounting, par- 
ticularly as imposed for corporate tax purposes, provide limits within 
which a depreciation fund can be financed. But during the period of a 
machine’s obsolescence not only has its cost probably more than doubled 
but the fund set up to replace it has dwindled in purchasing power. 
A wide gap — the replacement gap — now exists, in many instances, 
between price and money available, although the original plan based on 
existing formulae was mathematically sound. 

To continue our examination of corporate prosperity let us look at 
financial analysis as a whole. If we were to study many corporate 
statements to-day and halve the current figures to reduce them to a 1939 
base, I am sure that in some instances there would be serious pauses for 
reflection. Recently one American financial authority had something 
to say in this vein: “Corporate presidents, inexperienced in the ap- 
proach of currency depreciation, do not hesitate to accept the balance 
sheets which their comptrollers prepare, and their famous accounting 
firms approve — in paper dollars of annually diminishing value. And 
none of our leaders of industry seem to be aware of the fact that their 
costly annual reports are really not more than financial comic books.” 


Measurement of Prosperity 

Prosperity, or its opposite, poverty, is by no means entirely a quan- 
titative matter. We see immediately that it involves the use of income 
as well as its distribution and the size of the income of the whole society. 
Even in our own country, regarded with envious eyes by half the world, 
I am certain that the wisest consumption and best distribution of the 
goods manufactured by our present productive capacity would provide 
a standard of living below the level that educated persons consider 
necessary for a satisfactory mode of life. We are forced to emphasize 
the quantitative aspect, however, for not only ill-informed agitators but 
many so-called economists believe that we have reached an era in which 
we are capable of producing all the goods we require. Unfortunately. 
this is far from the truth. The elimination of poverty must attend 
increased resources and improved industrial efficiency before better 
distribution and wiser use of income can become effective. 

It is difficult as yet to obtain accurate statistics on living standards, 
although work in this field is becoming increasingly extensive. The 
aggregates of national income and gross national production are often 
referred to, particularly by politicians, with pardonable pride. In spite 
of this, | venture to suggest that experts in nutrition and medical care, 
to mention but two fields of social investigation, would find many 
families living below the standard they would approve. How are we to 
reconcile this with the prosperity we are told we are enjoying? 
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The Process of “Redistribution” 


In recent years our government has been giving attention — perhaps 
too much attention — to unequal incomes or inequalities of wealth. The 
progressive income tax was formulated in part to resolve some of the 
apparent inequities. “The popularity of progressive taxation in recent 
years, observed Robert M. Haig of Columbia, “is doubtless traceable in 
no small part to the opportunity it offers in a democratic state to place 
added burdens upon the group which while economically strong is often 
politically weak.” 

In the same connection, although in a somewhat lighter vein, the 
question is dealt with by Stephen Leacock. “... Pupkin knew just what 
the Judge thought of riches and luxuries. How often had he heard the 
Judge pass sentence of life imprisonment on Pierpont Morgan and Mr. 
Rockefeller. How often had he heard him say that any man who 
received more than three thousand dollars a year (that was the judicial 
salary in the Missinaba District) was a mere robber unfit to shake the 
hand of an honest man... He (the Judge) was not so bitter perhaps as 
Mr. Muddleson, the principal of Mariposa High School, who said that 
any man who received more than twenty-one hundred dollars was a 
public enemy.” 

No doubt redistribution of income has its good points; perhaps we 
have carried a good idea too far. We now have young age pensions and 
old age pensions. The section of the population under 16 is presumably 
doing very little productive work; the section at the other end of the 
scale, according to pension-conscious people, should be allowed to 
retire. The group in the middle, in providing for both as well as them- 
selves and their families, has a considerable burden to carry. That the 
middle group can't do less is obvious; they must, in fact, do more. But if 
we are misled into thinking that the Government will provide for us 
we will certainly make this century another dark age. It could be 
profitably shouted and repeated as often as a radio commercial that the 
Government has nothing other than what originally and rightfully 
belongs to the citizens. The money in its purse is not its own but it is 
filled with what it gets from us by cajolery or force if necessary. It is 
worth remembering that what you get from the Government comes from 
someone’s pockets — perhaps your own. If we are to get more then the 
only logical way to get it is to produce more. This is readily under- 
standable when considered in an agricultural context. When T.V., mix- 
masters, multiple apartment dwellings, and the T.T.C. subway enter the 
discussion we seem to get lost in the by-ways and blind alleys — yet its 
inherent simplicity exists. 

With these considerations in mind we can see obvious and de- 
monstrable limits to the redistributive process. Let us take the income 
tax distribution of the year 1950 (the latest available data) as an 


illustration: 
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Number 
{mount of Taxpayers Total Tax Paid Total Income 
Under $3,000 1.636.960 $145.000,000 $3.337,200,000 
§ 3.000-$ 5,000 568.580 125.200,000 2.064,400,000 
$ 5.000 - $10,000 125.420 95.300.000 823.900,000 
$10.000 - $50,000 41.940 164,400,000 703.400.000 
Over $50,000 1.340 15.000.000 103,900,000 

2,374,240 $574,900,000 $7.032,800,000 


The Government might decide, in its wisdom that $10,000 is suf- 
ficient for an individual —- applying to Canadians the remark of the late 
President Roosevelt that no man was “worth more” than $25,000 — and 
we would have, based on the above table, approximately $374 million to 
redistribute. 

Suppose we gave it to the taxpayers whose incomes were below 
$10,000. Each one would receive about $160. Or we could be even more 
democratic and give every man, woman and child in the country $27. 
This is the best we could do. 

I think we can leave the “soak the rich” philosophy to those who 
find it useful for purposes of demagoguery and political chicanery rather 
than attempt its practical implementation. 


Can Prosperity Be Maintained? 

Reverting to prosperity on a national basis, it would have been 
almost inconceivable twenty years ago that we should have reached any 
such statistical level as we enjoy to-day. It would have been more in- 
credible then that, with so great an increase in income and with so many 
people working, we should, nevertheless perceive indications of trouble 
ahead. 

To-day we are, of course, faced with international tensions. some of 
which have led to open warfare and all of which are probably adversely 
affecting our trade, These problems | cannot deal with now, but there 
are other currently interesting factors which enter the picture. During 
our first period of prosperity, before the 1914-18 war. we found that 
prices rose slightly, only about one per cent per year — a barely signi- 
ficant rise to-day. 

In the twenties, our second boom period, prices fell rather than 
increased. During the last six years we have seen our prices double or 
more and our cost of living increase by about fifty per cent. We now 
have inflation and prosperity a sort of companionate marriage of the 
lion and the lamb. 

Inflation is the spectre that stands in our path to-day. At the end 
of the war the experience of the 1930°s made us fear unemployment 
and our aim was the assurance of high levels of employment and 
income. What we forgot to worry about was the instability of the dollar. 
It is being forced to our attention now. Our money supply is not 
matched by additions to production. 


161 














COST AND MANAGEMENT 


Qur primary problem, then, is to examine expenditures. Even 


desirable expenditures — the building of the St. Lawrence Waterway 
or new hospitals — can be inflationary. Not until we are willing to 


forego or give orderly priority to desirable achievements can our dollar 
recover its former purchasing power. Let us not fall into the fallacy of 
passing pious resolutions for the curtailment of undesirable expenditures 
(however defined) as if that is all that is needed. 

We all realize how greatly Canadian well-being depends upon the 
volume of our international trade. Among the major problems which 
Canadian commerce would like to see resolved is the strengthening of 
sterling to universal acceptance. Indeed, in our contribution to the 
financing of the United Kingdom we have already made a substantial 
contribution to the future of sterling. We should like once again to 
have a large and flexible import market in the United Kingdom and to 
see exports achieving a truly competitive status. What perhaps troubles 
us, and which well may bother business men in the United Kingdon, is 
that the hope of reaching these goals is a hope deferred and at times 
almost disappearing. 

Maintaining prosperity is an exciting task for a responsible govern- 
ment. I do not propose to suggest ways and means to this end. Rather, 
| should like to comment on a recent editorial dealing with this “task” 
in a recent edition of the Wall Street Journal. President Eisenhower's 
press conference on farm prices was viewed as remarkable in that “he 
did not rush forward with great new programs of aid to the farmer at 
the first sign of a downturn in farm prices.” .. . “What began as a pro- 
gram to meet a near-disaster situation in the great depression has be- 
come imbued with the idea that the government owes it to farmers as a 
matter of right and duty to guarantee them ‘prosperity’. The thought is 
not merely that the government should pursue economic policies which 
will make for a sound agriculture generally but that it should see to it 
that high prices are maintained on each and every crop, regardless of 
changes in production techniques or in the public demand for those 
crops.” The implications of this sort of economic pressure-grouping | 
leave to you for further contemplation. 

There are some eminent scholars who are “wedded to” the in- 
evitability of cyclical movements in any economic society. Some among 
these believe that given the rhythm they can counter the effects by fiscal 
and/or monetary therapy. If we could have one group making the 
cycle and another group countering the cycle (like equally matched 
football teams battling to a tie) then amongst other things we could 
have “stability”. But enough of this — Canada is in a period of growth. 
How and what course this will take remains to be witnessed. Meanwhile 
if we continue to think we are prosperous and that you can’t get too 
much of a good thing (and if we do not mull over the thought that lack 
of progress is in itself progress) then our attitudes and outlook are 
properly conditioned to further expansion — and prosperity! 
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Student Section ... 
Comments by A. V. Harris, C.A., R.A. 


ADVANCED COST ACCOUNTING — PAPER | 


1952 EXAMINATION 
QUESTION | (16 marks) 


Wegess Ltd. operates a system of accounts utilizing estimates. Two products are 
turned out. Per unit estimates for 1952 are as follows: 


Product A Product B 
Material (4 yds.) $2.00 (2 Ibs.) $1.20 
Labour (2 hrs.) 2.40 (14% hrs.) = 1.65 
Manufacturing Expense (2 hrs.) 2.50 (14% hrs.) 3.50 
$6.90 $6.35 


On 31st Dec., 1951 their adjusted and final balances after adjustment for certain 
accounts were: 


Materials—Product A (2,000 yds.) $1,000.00 
Product B (1,200 Ibs.) ¢ 720.00 

Work in Process—-Product A 1,380.00 
Product B 1,143.00 

Finished Goods—-Product A (100 units) 690.00 
Product B (200 units) 1,270.00 


Examination of the production records showed that the work in process inventory 
above consisted of: 
Product A—400 units 50% complete 
Product B—300 units 60% complete 
I 
In January 1952 the following occurred 


Completed Sold 
Product A 6,000 units 5,100 units 
Product B 8.000 units 7,000 units 


There remained in Process 500 units of Product A 40% complete and 600 units of 
Product B 30% complete. 
The books revealed that purchases for stores were 
I 


Product A Material 30,000 yds. $15,600.00 
Product B Material 18,000 Ibs. 9,000.00 
Issues to production from stores were: 

Product A Material 25,000 yds. 
Product B Material 7,200 Ibs. 

Direct Labour—Product A 12,000 hrs. $15,000.00 

Product B 13,200 hrs. 14,520.00 

Manufacturing Expense (Actual)——Product A 15,900.00 

Product B \ 30,000.00 


The Company uses the first in first out method for pricing inventories, and keeps 
one Work in Process account for each of the two products. 


Required: 
Record January transactions in Journal Form including month end adjustments. 


SOLUTION TO QUESTION | 


Dr. Cr. 
1. Raw Materials—A $15,600.00 
Raw Materials—B 9,000.00 
Vouchers Payable $24,600.00 


30,000 vds. A @ 52 
18,000 Ibs. B @ .50 
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2. Work in Process A $12,960.00 
Work in Process B 8,720.00 
Raw Materias-—A $12,960.00 
Raw Materials—-B 8.720.00 
25.000) yds. A--2,000- $ 1,000.00 
23,000 x .52¢ 11.960.00 $12,960.00 
17.200 Ibs. B--1.200 720.00 
16,000 x 50¢ 8,000.00 8.720.00 
3. Work in Process A $15,000.00 
Work in Process B 14,520.00 
Accrued Payroll 929,520.00 
For Direct Labour 
!. Work in Process A $15,900.00 
Work in Process B 30,000.00 
Mise. Credits $45,900.00 
For Actual Overhead 
5. Finished Goods $92,200.00 
Work in Process-—A $41,400.00 
Work in Process—B 50,800.00 
For A—6,000 
For B—8.000 
6. Cost Goods Sold—-A $35,190.00 
Cost Goods Sold--B 14,150.00 
Finished Goods $79,640.00 
5,100 Units of A 
7.000 Units of B 
7. Adjustment a/e A $ 2,160.00 
Adjustment a/e B 2,440.00 
Work in Process A $ 2,460.00 
Work in Process B 2,440.00 
&. Work in Proeess—A $ 82.00 
Finished Goods—A 110.00 
Cost of Goods Sold A 1.968.00 
Adjustment a/e A $ 2,160.00 
2,160 > 6,000 Ale ea. 
Work in Process-—200 82.00 
Finished Goods——-1,000 410.00 
Cost of Goods Sold 4.800 1,968.00 
$ 2,460.00 
4, Work in Process —B $ 54.90 
Finished Goods—-B 366.00 
Cost of Goods Sold B 2,019.10 
Adjustment a/c B $ 2.440,00 
2.440 — 8.000 3806 Ci. 
Work in Process 180 § 54.90 
Finished Goods 1.200 366.00 
Cost of Goods Sold 6.620 2,019.10 


8,000 $ 2.4 10,00 


COMMENTS 


Problems in estimating cost systems do not appear to give candidates much 
difficulty except for allocation of the over-or-under absorbed costs. In this problem it 
was intended that the student allocate the balances in adjustment account. The above 
solution is one of the several sets of figures which, in the opinion of the examiner, 
reasonably allocate these differences. 
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STUDENT SECTION 
FUNDAMENTALS OF COST ACCOUNTING — 1952 EXAMINATION 


QUESTION III (25 marks) 


The Waverly Manufacturing Company has decided to change its method of 
distributing factory burden to its products, all of which are manufactured on special 


order. You are asked: 


(a) to develop appropriate departmental rates, based on the 


company’s operations for the first half of 1948, and (b) to illustrate their use by 
determining the cost of Job Order No. 987 by applying the rates you develop. 
The trial balance of the company’s factory ledger (cents omitted), for the six 


months ended June 30, 1948, is as follows: 


Materials and manufacturing supplies 


Work-in-process material 
Work-in-process — labour 
Work-in-process manufacturing expenses 


Indirect labour 
Factory Rent 
Insurance 

Compensation insurance 


machinery and equipment 


Superintendence 

Factory clerical salaries 

Machinery maintenance and repairs 
Depreciation of machinery and equipment 
Fuel 

Electricity 

Manufacturing supplies used 

Social security taxes 

Factory office supplies 
Miscellaneous factory expense 
Manufacturing expense applied 
General ledger control 


Additional data: 


Debit Credit 

$ 85,321. 
86,105. 
82,872. 
161,480. 
41,740. 
2,400. 
4,216. 
2,486. 
6,000. 
4,950. 
31,010. 
42,800. 
oho 
2,178. 
3,617. 
9,210. 
879. 
1,232. 

$158,200. 

413,448. 


$571,648. $571.6 


The manufacturing operations are carried on in three production departments, 
A, B, and C, with the aid of two service departments, number 1 and 2, respectively. 


Other data are as follows: 


Total A 
Plant floor space 30,000 10,000 

sq. ft. sq. ft. 
No. of employees 109 50 
No. of labour hours 113,360 52,000 
No. of machine hours 47,952 31,912 


Salaries and wages $ 161,317. $ 76,180. 

Cost of machinery 
and equipment 

Annual Depreciation 


rates 


1,019,047. 623,225. 


8% 


DEPARTMENTS 
B G ] 2 
5,000 2,000 7,500 5,500 
sq. ft. sq. ft. sq. ft. sq. ft. 
20 4 25 10 
20,800 4,160 26,000 10,400 
9,640 560 5,840 
$ 28,472. $ 9,975. $ 37,230. $ 9,460. 
250,960. 20,210. 112,862. 11,790. 
8% 10% 10% 20% 


Question III Continued on Page 168. 
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COST AND MANAGEMENT 


Question III Continued from Page 165. 


In developing burden rates, expenses not distributed in the above table shall be 


distributed to department as follows: 

On the basis of floor space: 
Factory rent; fuel; 14 of electricity 

On the basis of salaries and wages: 
Compensation insurance 
Superintendence 
Manufacturing supplies used 
Social security taxes 
Factory office supplies 
Miscellaneous factory expense 

On the basis of investment in machinery and equipment: 
Insurance — machinery and equipment 
Machinery maintenance and repairs 
¥% of electricity 


Factory clerical salaries and $4,500.00 of indirect labour are charged to De. 
partment No. 2. The balance of indirect labour is charged to Department No. 1. 


Expenses of Department No. 1 are to be distributed, 1/10 to Department No. 2, 
-the balance to all other departments on the basis of machine hours. 


Expenses of Department No. 2 are to be distributed to Departments A, B and C, 
on the basis of labour hours. 


The departmental burden rates are to be based on machine hours for De- 
partments A and B, and on labour hours for Department C. 


Data applicable to Job Order No. 987 are as follows: 
Material, $487.92; direct labour, $465.00. 
Machine hours: Department A, 50 hours. 

Department B, 12 hours. 
Labour hours: Department C, 20 hours. 


See Solution to Question Ill on Pages 166 and 167. 


COMMENTS 


This problem proved to be the most difficult of those attemnted by students, 
and the difficulty was not particularly with the theory. The problem stated the basis 
of allocation of many overhead items, so that the theory requirements on the part of 
the student were not great. However, the student who had not practised overhead 
allocation experience, and therefore did not observe that there were groups of items 
to allocate on the same base, found that he had a great deal of arithmetic. The 
examiners were not too interested in the arithmetic in this case, and since the 
detailed calculations were not important, marks were assigned only where students 
showed they understood the general principles. Unfortunately, most students 
attempted a detailed accurate solution, item by item, which required many valuable 
minutes, and many students abandoned the solution before they had a sufficient 
amount on paper to indicate they understood the prinicples. 





